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Response:

See below in response to question 7 and Attachment 2, which compares Cincinnati Bell’s
rating to its peers. All financing related to this Combination is complete and the rating
has not changed. Moreover, the rating is not anticipated to change post-transaction,
although the increased geographical diversity resulting from the Combination is viewed
positively by the credit rating agencies.

4 What is Cincinnati Bell’s current debt to equity ratio? How does this compare to other
similarly-sized cable multi-system operators? If approved, how will the Proposed
Transaction impact HTSC’s debt to equity ratio?

Response: As explained in response to question 17 of the parties’ response to the first
set of Information Requests (pp. 15-16), Cincinnati Bell has completed new debt
financing (“Debt Financing™), the proceeds from which will be used to (i) amend and
restate portions of Cincinnati Bell’s existing debt programs, (ii) finance the combinations
with Holdco (iii) permanently retire Holdco’s existing debt (currently estimated at $320
million), and (iv) fund working capital and other general corporate purposes. As
explained in more detail in response to question 3 of the parties’ Joint Application an
arrangement, whereby the holding company incurs debt with credit support from
subsidiaries, provides for stability and predictability in raising capital, and by leveraging
the larger scale, multiple revenue streams, product diversity, and wider geographical
reach of multiple subsidiaries, the parent company is able to access the capital markets on
terms more favorable than could be obtained by any individual subsidiary. This type of
financial structure is common in the telecommunications industry, and is consistent with
HTI’s and HTSC’s existing financing arrangements approved by the Hawai‘i PUC,'” as
well as with the financing arrangements used by Charter Communications Inc.’s
(“Charter”) in its 2016 acquisition of Oceanic Time Warner Cable (“TWC” or
“Oceanic™). 18

""" In the Matter of the Application of Hawaiian Telcom, Inc. and Hawaiian Telcom
Services Company, Inc. For a Waiver of Statutory and Regulatory Requirements Related to
Financing Arrangements Under Certain Circumstances, Docket No. 2014-0033, Decision and
Order No. 32193 (Haw. Pub. Utils. Comm’n July 7, 2014); See, e.g., In re Hawaiian Telcom.
Inc. and Hawaiian Telcom Services Company. Inc., Docket No. 2011-0124, Decision and Order
(Haw. Pub. Utils. Comm’n June 17, 2011).

'8 In the Matter of the Joint Petition of Charter Communications, Inc. and Time Warner
Cable Information Services (Hawaii), LLC, Time Warner Cable Business LLC for Approval of
(1) the Transfer of Control of Time Warner Cable Information Services (Hawaii), LLC, Time
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Under the already finalized financing arrangements, and assuming completion of the
Combination, the combined Cmcmnatl Bell/Hawaiian Telcom will have a debt-to-equity
ratio of approximately 60/40."° However, Applicants contend that under current market
conditions, debt-to-equity ratio is not a meaningful measure of a company’s ability to
service and repay its debt. The debt-to-equity ratio is a traditional metric used in the
regulation of utility companies whose rates are regulated based on embedded cost, but is
no longer widely used in the market for telecommunications enterprises that face growing
competition and are diversifying into non-regulated businesses. As a practical matter,
prospective lenders do not evaluate Cincinnati Bell’s debt-to-equity ratio; rather, they are
concerned with the ratio of secured debt and total debt to the company’s EBITDA (the
“secured leverage ratio” and “total leverage ratio,” respectively). Cincinnati Bell’s credit
agreements, for example, contain covenants limiting the company’s leverage ratios, but
do not even mention its debt-to-equity ratio.

Mid-size ILEC peers, who similarly provide video service in competition with incumbent
cable companies, such as Frontier, Windstream and Consolidated (after its recent
acquisition of FairPoint) all have higher leverage ratios than will the post-Combination
company, as is evident on Attachment 2. Further, this ratio will improve over time as the
combined company grows as well as strengthens and diversifies its cash flow from its
related IT businesses so that it is not as dependent on telecommunications services to pay
down the debt. The combined company will also have a lower secured leverage ratio than
Holdco currently does.

As part of a combined company with Cincinnati Bell and OnX, Hawaiian Telcom will be
a financially stronger competitor, as part of a larger enterprise with improved scale,
geographical diversity and customer diversity. The resulting scale and improved cash
flow will increase Hawaiian Telcom’s ability to invest in the core telecommunications
network. And the combined entity will benefit from an improved credit profile due in part
to the presence of CBTS’s and OnX’s non-telecommunications service related cash

flows.

Warner Cable Business LLC and (2) Participation in Certain Financing Arrangements, Docket
No. 2015-0207, Decision and Order No. 33602 (Haw. Pub. Utils. Comm’n March 24, 2016).

' This ratio is based on total secured and unsecured debt supported by the Hawaiian
Telcom companies of $1.597 billion, and a pro forma market capitalization of $1.058 billion,
including the shares to be issued to current Holdco shareholders in connection with the
Combination. The ratio would be 62/38 if total Cincinnati Bell debt, including debt not supported
by the Hawaiian Telcom companies, were included.
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Assuming completion of the Combination, Cincinnati Bell’s total leverage ratio of 3.9x
and secured leverage ratio of 1.7x will compare favorably to those of peer companies in
the telecommunications industry, as shown on the chart on Attachment 2. Cincinnati
Bell’s pro forma secured leverage ratio of 1.7x also compares favorably to Holdco’s
existing secured leverage ratio of 2.9x. Cincinnati Bell’s secured indebtedness has a
higher credit rating from Moody’s, with a Ba3 rating for its debt, with stable outlook,
compared to Holdco’s rating of B1.
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DUE TO CONFIDENTIAL INFORMATION CONTAINED WITHIN,
THE MATERIAL IS BEING PROVIDED UNDER SEPARATE COVER
SUBJECT TO THE PROVISIONS OF HRS CHAPTER 92F



Cimncinnat: Bell

connecting what matters

LTM:
Last Twelve Months

Total Leverage:
Total Debt / EBITDA

Secured Leverage:
Secured Debt / EBITDA

ATTACHMENT 2

Wireline Leverage Comps

Pro Forma Leverage Comps

ammmmonsr ' Q) Comsoliduted

2

" gz comnume'_Frontier Charter™

-

winditream. Hawsilan Tolaom '
Corporate Ratings B2/B B1/B+ B1/B+ Ba2/BB B2/B Ba2/BB+ B1/NR
Secured Debt Ratir;g_s_ Ba3/BB- Ba3/BB- B1/BB Ba3/BBB- —BT.‘fgé-f-Bm / BBB- B1 .fNF;
;egﬁrgfea; o 1.7% 3.0x 1.4x 2.9x N 0.8x 3.2x ;'.9:
Total Le;;ra_ge - 3.9x 3.8x - 2.9x 3.9x 4.3x :Sx—_ B :3;
LTM Adj. EBITI_DA N $466 $619 $2,040 $8,800 $4.26?— $14,990 n $111

Notes

1. Pro Forma for acquisitions of HCOM & OnX Enterprise Solutions
2. Pro Forma for acquisitions of Fairpoint Communications, closed in Q317; leverage metrice based on marketing materiais at

syndication

3. PF for the Broadview acquisition closed in Q3 2017; assumes funding off of Revolver draw

4, Pro Forma for acquisition of Level(3) Communications, scheduled lo close 8/30/17; leverage metrics based on marketing materials at

syndication
5. Based on 6/30M7 LTM Pericd



